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TAX REDUCTION, 1958 


NAILURE of the economy to show clear signs of spon- 
k taneous resurgence from the current business recession 
has provoked widespread demands for reduction of federal 
taxes. Leading business and labor organizations, private 
associations engaged in economic research, and prominent 
economists and other individuals have called for. a tax cut 
to arrest a decline which, unless halted, may feed on itself 
and throw the country into deep depression. Specific pro- 
posals differ in detail but have in common the aim of stimu- 
lating revival of commerce and industry by expanding con- 
sumer and business spending. 


A few public figures have spoken out flatly against re- 
sorting to tax action which would inevitably push the fed- 
eral government into a new splurge of deficit financing. 
Bernard M. Baruch, for example, told the Senate Finance 
Committee on April 1 that it would be “folly” to reduce 
taxes at this time. Warning of the perils of inflation, 
Baruch declared that price, not tax, reductions would afford 
the “best stimulant to our economy.” ! 


The more general opinion has been that the recession at 
hand is more threatening than problematical future infla- 
tion. Reduced federal révenues, it has been pointed out, 
have already made resumption of deficit financing a cer- 
tainty.2. "The government, moreover, is obligated by the 
Employment Act of 1946 to try to hold business investment 
and consumer purchasing power at high levels. That act 
makes it the continuing responsibility of the federal goy- 
ernment td devote “all its plans, functions, and resources” 
to creating and maintaining conditions of maximum em- 


'“It would be an inspiring and salutary thing.” Baruch added, “if the leaders o 
our great labor unions and businesses would jointly pledge to the Presiderit that for 
one year there will be no increase in wages or prices and that profit margins would 
at least be frozen.”” Rather than cut taxes, Baruch would increase them to mect the 
costa of new federal spending programs. 

* Treasury Secretary Robert B. Anderson estimated on April 18 that the gap bé 
tween federal receipts and expenditures would amount to $3 billion at the end of the 
present (1958) fiscal year on June 30; other figures cited by Anderson indicated a 
deficit for fiscal 1959 of at least $8 billion without a tax cut. 
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ployment in ways which promote the system of competitive 
private enterprise. 


President Eisenhower, addressing a meeting of Repub- 
lican women on March 18, said the administration would 
“undertake, by executive action or proposal to the Congress, 
any measure—including tax reduction—if, after consulta- 
tion with congressional leaders, such action should prove 
desirable and necessary [to] assist healthy economic re- 
covery.” An agreement between the administration and 
the ‘Democratic leaders of Congress, to the effect that 
neither would push. tax legislation before consulting the 
other, had been negotiated not long before the President 
spoke. Secretary of the Treasury Robert B. Anderson 
explained on April 7 that the purpose was to guard against 
hasty tax action and give opportunity to “bring our clearest 
thoughts to bear on the fssues at hand.” 


The agreement explained in part why a proposal by Sen. 
Paul H. Douglas (D-Ill) to cut income and excise taxes 
immediately by $4.4 billion was rejected by the Senate on 
March 13 by a vote of 71 to 14.8. Because opposition was 
based primarily on timing and procedure, the vote presum- 
ably did not. indicate how senators, or members of the 
House, might divide on a tax reduction measure later in 
the session. 


Apvocacy OF TAX CUTTING TO- SPUR UPTURN 


Vice President Nixon had come out on March 10 for a 
substantial across-the-board tax cut, in preference to large 
public works spending, as “the fastest, surest, and the best 
method of providing jobs and stimulating production.” Not 
only individual income taxes but also corporation income 
levies and excises must be reduced, Nixon said, to “put more 
money in the hands of consumers . ... investors and job 
creators.”” He took. the position that public works had 
“proved inadequate” as a-recession remedy in the past. 
“What I believe the economy needs at this time is more 
spending by individuals and business rather than more 
spending by government.” The Vice President suggested 
that a decision on the question would be made within. a few 
weeks, and he indicated that piling up of new spending 
programs would render it the more difficult to make the 
revenue sacrifices involved in tax reduction. 

‘The Douglas proposal was offered as an amendment to an insurance tax bill. It 


would have reduced personal income taxes by $3 billion and cut revenues an additional 
$1.4 billion by repealing certain excises and reducing the rates of others. 
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When Congress returned from its Easter recess, new de- 
mands for tax reduction were heard. Former President 
Truman, testifying before the House Banking and Currency 
Committee on April 14, included a $5 billion tax cut among 
numerous recommendations for anti-recession aetion. For- 
mer Federal Reserve Board Chairman Marriner 8. Eccles 
told the Senate Finance Committee two days later that a 
$6 billion to $7 billion across-the-board slicing of taxes 
would be “a small price to pay for a quick economic re- 
covery.” Eccles said public works programs were “too slow 
to produce desired results.” A Rockefeller Brothers Fund 
report on April 20 advocated both a tax cut and public 
works that can be “quickly started.” 

Although Nixon’s remarks, and rumors that the Presi- 
dent’s economic advisers were inclined to favor a tax cut, 
encouraged tax reduction advocates to look for early ad- 
ministration support, the White House continued to hold 
back. Eisenhower, obviously reluctant to invite the large 
deficits that tax reduction would make unavoidable, seemed 
to grasp every sign of a leveling-off of the economic down- 
turn as a reason to delay a decision. However, the Presi- 
dent said at his news conference on April 16 that “When I 
can be convinced that this tax cut will be for the benefit 
of the United States, why then it will be taken up.” 4 


In the meantime, a measure authorizing expenditure of 
$1.8 billion to speed up highway construction and a $1.8 bil- 
lion emergency housing bill were signed into law, and the 
Senate gave overwhelming approval to a bill authorizing a 
$1 billion program of federal loans for local public works.’ 
Whatever the effect of such action on prospects for tax re- 
duction, and whatever the final administration decision in 


that. quarter, Congress will be forced to give consideration 
to the tax question before June 30. On that date the cor- 
poration income tax, raised in 1951 from 47 to 52 per cent, 
and various excise tax rates: increased temporarily to help 
finance the Korean War, are due.to revert to former levels.® 
Although the higher rates have been renewed annually here- 
tofore with little or no opposition, the case may. be different 


*Sen. William F. Knowland (R-Calif.), minority floor leader, forecast on the 
day that there would be no general tax reduction this year, though 
might be cut. 

* The Senate passed the bill, 60 to 26, on April'16, the day the President 
highway measure. The housing bill was signed on April 1. 
$1.7 billion rivers and harbors bill on April 15. ° 

* Excises on automobiles would drop from 10 to 7 per cent; on sporting goods. from 


15 to 10 per cent; on cigarettes from 8c to 7c a pack; and on spirits, wines and beer 
by various amounts. 


ame 
come excise taxes 


signed the 
Kisenhower vetoed a 


305 








Editorial Research Reports 


if such action is asked this year in the face of continuing 
recession. 


MXTENT. OF DECLINE IN JOBS AND PRODUCTION 

President Eisenhower said in his Economic Report on 
Jan. 20 that there were “grounds for expecting that the 
decline in business activity need not be prolonged.” It 
nevertheless was apparent by the end of January that the 
slump was deepening. A three-year advance in production, 
employment, and personal income had come to a peak in 
August 1957. Since that month, unemployment has risen 
sharply and output and income have fallen steadily. The 
drop in income has been less severe than the decline in pro- 
duction, largely owing to successful operation of the so- 
called built-in stabilizers, notably unemployment benefits.? 


Unemployment has gone up by almost 214 million since 
the recession began last summer——by more than 1.8 million 
since the first of this year to an estimated total of 5.2 
million in mid-March. Shortage of jobs has been especially 
pronounced in manufacturing, most of all in the durable 
goods industries. Although manufacturing provides less 
than one-third of the nation’s non-agricultural employment, 
more than four-fifths of the employment decline in the past 
year has been in that area. 


Recent ‘figures on production indicate at best that the 
slump may be easing but that adjustments, in many lines 
still have some distance to go. The Federal Reserve Board’s 
index of industrial production for March was 11.7 per cent 
lower than at the beginning of the recession, whereas the 
drop in industrial output had.not exceeded 10.5 per cent 
in either of the two preceding postwar slumps.* Production 
of steel, non-ferrous metals, crude oil, machinery, and auto- 
mobiles. continued downward ‘in March, while output of 
other consumer durables remained unchanged at “‘sharply 
reduced levels.” At the start of the second quarter there 
was little evidence of a general upturn in business orders— 
a necessary precursor of employment and production gains. 
Although the dollar decline in inventories was impressive, 
ratios of inventories to Sales, new orders, and unfilled orders 
had not improved. Ward’s Automotive Reports said on 
April 14 that automobile companies had cut planned out- 


See “Emergency Jobless Aid,”’ E.R.R., 1958 Vol. I, pp. 283-299. 


“The seasonally adjusted F.R.B. index of-industrial production (1947-49100) de- 
clined from 145 in August 1957 to 128 in March 1958. 
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put for the second quarter by 99,000 units to reduce the 
backlog of unsold cars in dealer: hands." 


Consumer buying tended to-hold up well on most non- 
durable items despite rising prices. There have been signs, 
however, that consumer reluctance to spend is) growing. 
Savings have been on the increase. Department store sales 
in March, while up 1 per cent over.a year ago, fell far short 
of the 6 per cent rise expected by the Federal Reserve Board 
because of an early Kaster. 


LIMITATIONS OF RECENT ANTI-RECESSION ACTION 

The celerity of action by Congress in the first months of 
the present session to. promote economic revival through 
increased defense,- highway, housing, and public works 
spending prompted comparisons with the. “hundred days” 
of the first New Deal Congress in 1933. The President, 
moreover, resorted to his discretionary authority to aeccel- 
erate spending of funds already appropriated. And the 
Federal Reserve Board sought to help matters by repeated 
lowering of bank discount rates and reserve requirements. 


Virtually every step taken by Congress or the adminis- 
tration this year to enlarge public or private spending has 
been billed as an anti-recession measure. Some observers 
think the label has been used too loosely. Although defense 
spending in the first six months of 1958 is scheduled to 
exceed earlier estimates by $500 million, a large part of 
the increase will merely make up for the reduced rate of 
defense ordering last summer. 


It has been pointed out that the real test of the. anti- 
recession qualities of a mensure is whether it will be of 
immediate service in curbing the downturn, minimizing. its 
ill effects, or inducing an upturn. Most of the public spend- 
ing programs so far authorized will not get under way on 
an extensive scale until late in 1958 or sometime in 1959. 
The programs aimed primarily to spur private spending, 
such as spending on housing, will not have the desired 
effects if buyer confidence remains low. Even the Federal 
Reserve Board’s action to ease credit will not be fully effec- 
tive as a business stimulant if the private economy does 
not encourage prospective borrowers. Bank loans generally 


declined, despite easier money, during the first quarter of 
1958. nm 


‘ . Td 


* Dealer inventories of new cara were estimated at 860,000 as of April t 
of 25,000 from February but still equal to more than ‘a two-menth supply. 
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There is basic agreement that public and private spend- 
ing will sooner or later pick up as a result of the anti- 
recession measures initiated to date. However, many per- 
sons are of opinion that the whole program would stand 
a better chance of achieving its fullest potentialities at 
the earliest possible date if the tonic of a tax cut were added. 


Previous Tax Cuts to Revive Business 


PREVIOUS EFFORTS to reverse downturns by cutting 
taxes provide no clear guide for the present. The weight 
of evidence suggests that tax reduction was of some help 
in stimulating recovery from the postwar recessions of 
1948-49 and 1953-54. On the other hand, like action had 
no discernible effect when taken at the outset of the Great 
Depression. Following the stock market panic of October 
1929, President Hoover recommended immediate reduction 
of federal income taxes on individuals and corporations as 
a means of encouraging business activity. A joint resolu- 
tion of Congress, approved Dec. 16, 1929, granted a tem- 
porary reduction of one percentage point in normal taxes 
on personal income and in the flat tax on corporation in- 
come.” However, the reduced rates, applicable only to in- 
come received in 1929, did not succeed in halting the down- 
ward economic spiral and were not renewed. 


Various factors help to explain the failure of the 1929 
tax cut to check the descent in economic activity. Because 
there was then no withholding tax, the reductions gave no 
practical relief until income taxes for 1929 fell due on 
March 15, 1930. Even then, the reductions for individuals 
affected only a relatively small part of the population; 
barely four million persons filed returns for 1929, in con- 
trast to an annual total today in the neighborhood of 60 
million. The rate reductions in 1929 were expected to 
involve a revenue loss of only $160 million, whereas cur- 
rent proposals call for reductions ranging, from $3 billion 
to $10 billion. Tax rates were much lower and personal 
exemptions much higher 30 years ago than they are now. 
A married man with no dependents and an income of $5,000 


Tax rates were reduced from 1% to \% per cent on the first $4,000 of taxable indi- 
vidual income, from 3 to 2 per cent on the next $4,000, arid from 5 to 4 per cent on 
the remainder; the corporation rate was cut from 12 to 11 per cent. 
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in 1929, for example, paid only $7.50 at. the reduced rate 
for that year; his tax at the regular rate would have bee: 


- 


only $22.50. 


Of greater importance, the government’s lack in 1929 of 
effective controls over the economy and the country’s finan 
cial structure acted to nullify emergency action by Con- 
gress and the administration. Powers to. resist severe de- 
pression have been greatiy enlarged -and fortified since 
those days. Built-in stabilizers now are automatically set 
in motion at the onset of downturns to keep income from 
plummeting. The banking system is much stronger and 
more rigorously supervised, while bank deposits are in good 
part insured. Amortized mortgage loans, insured by the 
government in many cases, have replaced short-term loans 
payable in full on maturity and thereby strengthened hous- 
ing credit. Stock market credit is more carefully regu- 
lated. Federal spending comprises a far larger part of the 
gross national product " and tends to increase more now 
than formerly during economic slumps. 


INFLUENCE OF TAX REDUCTION IN 1948 AND 1954 

The changes in the foregoing respects helped greatly to 
modify the intensity and duration of the first postwar-re- 
cessions. Most observers think that the current downturn 
is more serious than that. of 1953-54 and at least as serious 
as that of 1948-49. Although the decline in personal -in- 
come during the first eight months of the 1957-58 slump 
has not been as great as in. 1948-49, the rise in unemploy- 
ment has been somewhat sharper and the drop in indus- 
trial production and new orders for durable goods sharper 
still. Capital investment has declined more rapidly than 
at any time since the war. There are many indications that 
the current slump has not yet bottomed out in crucial 
sectors of the economy. 


Each of the earlier recessions was fought by resort to 
such measures as easing credit and spurring of housing 
construction. In addition, reductions in tax rates, more 
by aecident than design, possibly contributed to economic 
recovery. In a letter published in the New York Times on 
April 14, 1958, a group of economists, mostly from. Co- 
lumbia University, wrote: “The moderate recessions of 
1949 and 1953-54 were not ended without the aid of sub- 


" Federal expenditures in 1929 came to about 3 per cent of the G.N.P., 
today they amount to about 18 per cent 


whereas 
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stantial tax cuts, resulting from the Revenue Act of 1948 
and from certain measures effective in 1954.” 


On April 2, 1948, a Republican-controlled Congress 
passed over President Truman’s veto a bill reducing fed- 
eral taxes by an estimated $4.8 billion. The cuts were made 
retroactive to Jan. 1, 1948, and it was estimated at the 
time that 71 per cent of the total tax savings would go to 
persons with net income, before exemptions, of less than 
$5,000. The recession began in November 1948—not as 
the result of any significant decline in consumer buying, 
but mainly because dealers and merchants, apparently con- 
vinced that the backlog of wartime wants had been tem- 
porarily satisfied, cut back new orders instead of building 
up stocks in anticipation of sales growth. Maintenance of 
consumer purchasing at high levels after the recession 
started has been attributed in part to the fact that tax 
reduction earlier in the year had increased the amount of 
disposable income. 


Efforts to overcome the 1953-54 recession may likewise 
have been aided by a reduction in taxes, authorized more 
than two years earlier, which fortuitously took effect at 
the bottom of the slump. The Revenue Act of (Oct. 20) 
1951 had imposed various tax increases to provide revenue 
needed for the Korean War. The higher rates were to 
apply through Dec. 31, 1953, at which time new rates, lower 
than those levied before the emergency arose, were to come 
into effect. The 1953-54 recession began in July 1953. To 
counter it by tax measures, all Congress had to do was to 
sit tight—in other words, to let an already scheduled $5 
billion tax reduction, including a $3 billion cut in personal 
income taxes, take effect automatically on Jan. 1, 1954. A 
Brookings Institution economist wrote recently of the 1953- 
54 business slump: 

The contraction entered a new phase at the beginning of 1954. 
The earlier decline of consumption expenditures was reduced and 
consumer demand became an expansionary force. Among the 
leading factors which strengthened the demand for consumer goods 
in the early months of 1954 was the rise of disposable income .. . 
[This] .... was the result of reduced ratés of personal income 
taxation . .-. effective Jan. 1. It was partly because of this tax 
cut that the contraction failed to cumulate,.for the cut helped to 
nullify the feedback effect of deelining production income on eon- 
sumer spending and consumption-related investments.!2 


2 Bert G. Hickman, “The Contraction of 1953-54," Review of Economics and Sta- 
tistics, February 1958, p. 41. 
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Lowering of the rates of various excises on April.1, 1954, 
brought another $1 billion of tax reduction, and a general 
revision of the internal revenue code later that year made 
a moderate addition to the total. 


Current Proposals for Tax Reduction 


TAX PLANS advanced to combat the current recession 
have included proposals for temporary or permanent re- 
duction of personal income taxes, if not also of corporation 
income taxes and excises. While generally - proposing 
“something for everybody,” the plans tend to show a bias 
toward the interests of either low-bracket or high-bracket 
taxpayers. This difference simply reflects. opposing views 
as to whether expansion of consumer purchasing. power or 
of capital investment will do more to revive business 
activity. 


According to one viewpoint, business investment deci- 
sions are based mainly on current and prospective popular 
demand for the products of industry and hardly at all on 
the plenitude or scarcity of funds for investment. Others 
contend that steeply graduated individual income taxes and 
heavy corporation income taxes tend to discourage business 
investment, either by absorbing funds which otherwise 
would be available for that purpose or by severely restrict- 
ing profit possibilities. 


The A.F.L.-C.1.0. on March 24 urged an immediate tax 
cut of $6 billion to $8 billion, “the bulk [of which] should 
be concentrated among the taxpayers with less than $5,000 
of taxable income.” Two months earlier, Stanley H. Rut- 
tenberg, director. of research for the federation, recom- 
mended that the personal tax exemption be increased from 
$600 to $700. Testifying before the House Ways and Means 
Committee on Feb. 21, Ruttenberg contended that a larger 
exemption would strengthen consumer incomes, improve the 
ability of the great mass of- American consumers to buy, 
and “in a real sense’”’ improve the health of the economy. 


The National Planning Association on April 6 proposed 
tax reductions of benefit chiefly to lower-bracket taxpayers. 
It asserted that an increase in the $600 personal exemption 
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and a reduction in the tax rate on the first $1,000 of tax- 
able income, combined with cuts in various excises, would 
“achieve the broadest possible impact on purchasing 
power.” The Committee for Economic Development had 
called’on March 22 for “stronger action” if “the economic 
situation: clearly becomes worse than in 1949 and 1954.” 
It recommended a temporary, straight cut of 20 per cent 
in everyone’s income tax, which would give the largest 
dollar savings to the biggest taxpayers. The C.E.D. said 
this would cost the government approximately $7 billion 
but “would be an effective way of stimulating an increase 
in private spending, with resulting increased employment, 
until expansionary forces within the private economy re- 
assert themselves.” 
































The U.S. Chamber of Commerce and the National Asso- 
ciation of Manufacturers have come forward with some- 
what similar plans that would reduce income tax rates for 
all taxpayers but be of greatest advantage to those with 
large incomes. The Chamber plan calls for cutting indi- 
vidual rates progressively over a five-year period from 91 
to 42 per cent in the top bracket and from 20 to 15 per cent 
in the lowest bracket. Proposed first-year cuts would re- 
duce the highest rate to 60 per cent, the lowest to 19 per 
cent,-and would reduce federal revenues by about $2.3 bil- 
lion. Chamber of Commerce President Philip M. Talbott 
said: in letters to all members.of Congress on April 12: 
“We think the growth which. will be stimulated by such 
tax cuts and tax reforms will, in a short time, cause reve- 
nues to increase and again bring the budget into balance.” 





A reduction of only two percentage points is the change 
most frequently suggested for. the corporation income tax. 
It would cut the rate on the first $25,000 of earnings from 
30 to 28 per cent, and the rate on the remainder from 52 
to 50 per cent. Savings would range from $200 on cor- 
poration net earnings of $10,000 to $200,000 for a company 
earning $10 million a year. Proponents of such a cut have 
asserted that it would cushion the profit squeeze on many 
companies and encourage others to rebuild inventories and 
invest in rew plant and equipment. Opponents have argued 
that deciines in inventories and capital investment have not 
resulted from a lack of funds, and that the $700,000 to 
$850,000 which the proposed corporation cut would cost the 
government. would have more effect if added to consumer 
purchasing power through individual income tax cuts. 
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SAMPLE PLANS FOR CUTS IN PERSONAL INCOME TAX 
(Married taxpayer with two dependents) 

1. Plans to increase Treasury 
funds for Year’s saving if income is: loss ¢in 
spending: $5,000 $10,000 $25,000 $100,000 — billions) 
1) Raise exemption 
from $600 to $700 $80 SRR $152 $288 
2) Cut rate on first 
$1000 of taxable in- 
come from 20% to 
10“% $100 to $200 for all taxpayers with 

income in excess of $1,000 
. Plans to stimulate 
investment: 
1) Flat 10% cut 
for all taxpayers 
2) Cut rates in 
stages over  five- 
year period: 
a) First year: 
Drop top bracket 
from 91% to 60% ; 
bottom bracket from 
20% to 19% $26 
b) Fifth year: 
Drop top bracket 
o 42% ; bottom to 
15% $130 
. Combination plan: 
Raise exemption from 
$600 to $650; cut 
taxes flat 5% for all $64 $121 $386 $2,732 $3.1 
Source: Compiled from report “Alternative Plans for Tax. Relief 
for. Individuals” (Feb. 25, 1958) by staff of Joint Committee on 
Internal Revenue Taxation. 


It is generally believed that any reduction in income 
taxes likely to win the acceptance of Congress must em- 
body a combination of tax concessions designed to stimulate 
both business investment and consumer spending. _A com- 
promise bill introduced on April 11 by Rep. Richard M. 
Simpson (R-Pa.), a high-ranking member of the Ways and 
Means Committee, would increase personal. exemptions 
from $600 to $650 and cut tax rates on individual income 
5 per cent across the board. Any final tax compromise is 
likely to include elimination or reduction of excises on 
selected products and services and probably also a small 
cut for corporations. 
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PROPOSALS FOR REDUCTION OF EXCISE TAX RATES 

There is probably more agreement that excise levies on 
services and products of hard-hit industries need to be 
reduced or repealed than. that other tax changes are neces- 
sary. The belief is that this is one kind of tax cut that 
might lead to lower prices. Calls for reduction or elimi- 
nation of excise levies have come from all quarters, al- 
though groups like the A.F.L.-C.1.0. and Americans for 
Democratic Action have made their support contingent on 
industry guarantees that tax savings will be passed on to 
consumers. 


Most of the support for excise reduction has centered on 
the taxes on automobiles, communication, transportation, 
and a variety of items like jewelry, leather goods, house- 
hold appliances, toilet preparations, and sporting goods." 
The National Planning Association said on April 7: 

The revenue of these miscellaneous items has been running at 
an annual rate of $4.5 billion. ... These excise’ taxes ... were 
imposed during the war years for the purpose of restricting con 
sumption. There is: no reason for continuing these taxes under 
present conditions. Their removal would help in stimulating co- 
sumption and reducing costs of transportation and communication. 


The last major reduction in excise taxes, which went into 
effect on April 1, 1954, reduced existing rates on a variety 
of manufactured products from 15 or 20 per cent to 10 per 
cent, and on others from 10 to 5 per cent. However, excises 
on automobiles, formerly levied at 7 per cent, were left 
unchanged at 10. per cent. 


Few groups or individuals have come out flatly against 
cutting excise taxes. . There is rather general agreement 
that such cuts would help to break what many observers 
consider to be a consumers’ buying strike. Opposition to 
reducing the taxes rests mainly on the fact that the federal 
government needs the revenue. If excise rates were once 
lowered; there probably would be strong resistance to rais- 
ing them again. Therefore, it has been suggested that any 
reductions now be limited to the levies on products or serv- 
ices of depressed industries such as durable goods and rail- 
roads. Halving of the present 10 per cent excise on the 
manufacturer’s price of automobiles and TV sets, of the 
present similar 5 per cent tax on appliances, of the 10 per 


%3 There has been less concern about excises on alcoholic beverages and: tobacco, or 
about those on motor fuel and related items allocated to the trust fund for highway 
construction. 
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cent levy on passenger transportation, and of the 3 per 
cent levy on freight transportation would result in the 
following tax savings :'4 
On a $2,700 automobile: $100... . On a $190 TV set: $5.70. 
On a $300 refrigerator: $4.50... . On a’$250 dishwasher: $3.75. 
On N.Y.-Chicago plane ticket: $2.40... . On $100 freight ship- 
ment: $1.50. 


The revenue loss from those and similar excise tax cuts 
might amount to approximately $1.1 billion. 


LEMPORARY ‘LAX CUTS VS. PERMANENT REDUCTION 

Whether to make any tax reductions temporary, by set- 
ting a date for reversion to present levels, or to make reduc- 
tions without limit of time, may be a subject of controversy. 
The Committee for Economic Development has argued that 
“We must resist the temptation to use the recession as an 
occasion for trying to fasten permanent changes upon fed- 
eral policy with respect to expenditures, taxes, or anything 
else.” Any income tax reduction, the C.E.D. said, “‘should 
be put into effect for a limited time only, with automatic 
provision for a return to the previous rates.’” It considered 
this essential “to permit enough tax reduction to stimulate 
recovery and yet not run a pronounced risk of inflation in 
the ensuing business advance.” 


Business and labor groups generally have taken the posi- 
tion that any tax reduction to combat the recession should 
be in the nature of a first step toward tax revision. The 
National Planning Association, proposing elimination of 
many excise taxes and reduction of income taxes to 
strengthen consumer purchasing power, has observed: “Tax 
reduction should be so arranged that it contributes to eco- 
nomic recovery and at the same time leaves us with a better 
tax system than we had before.” Arthur F. Burns, former 
chairman of ‘the Council of Economic Advisers, speaking 
in Chicago on March 22, recommended “a tax reduction of 
about $5 billion on a full-year basis.” According to Burns, 
who served during the 1953-54 recession: “The character 
of the tax cut is not less important than the amount. If a 
tax reduction is to.yield maximum psychological benefit .. . 
it must be designed to stimulate investment as well as con- 
sumption. And it must be free from temporal restrictions 
which .. . could destroy the greater part of its constructive 
influence on the state of confidence.” 


"Calculations published by U.S. News & World Report, March 28, 1958, p. 45. 
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Reluctance to Resort to Tax Reduction 


GROWTH of sentiment last winter for federal action to 
arrest the economic downturn provoked considerable de- 
bate’ on the relative merits of federal spending and tax 
reduction as recession remedies. It was conceded that 
either would boost the federal deficit that had already been 
made inevitable by shrunken tax revenues. However, many 
advocates of spending argued that it would cost less than 
a tax cut large enough to influence business activity. They 
insisted also. that spending would be more effective, even if 
slower to show results, because it was certain that the 
money involved would be paid out and not saved. Even the 
tax reduction proposals designed to increase consumer pur- 
chasing power, it was noted, would not give a person earn- 
ing $5,000 as much as $2 more a week to spend. That might 
be tucked away for a rainy day or expended on items whose 
sales had not slowed down. 


John K. Galbraith, Harvard economics professor, told 
the Joint Economic Committee early in January that an 
increase of federal expenditures would have “the initial 
effect of providing jobs and income to men who are now 
unemployed or could become so,” while “personal tax re- 
duction has the initial effect of providing added income to 
persons who already have jobs and income.” Galbraith 
took the position that the recession provided an opportunity 
to make up for lost time on postponed social welfare and 
public works projects. . “Schools and:aid to education; re- 
search and support facilities; health facilities, urban rental 
housing, urban redevelopment, resource dévelopment, 
metropolitan communications are all deficient or lagging.” 


Supporters of an immediate tax cut say this is the best 
anti-recession weapon because it moves dollars into the 
spending stream almost immediately by increasing take- 
home pay through reduction of amounts withheld from 
wages and salaries. A recession results basically from in- 
sufficient effective demand for ‘goods and services. A tax 
cut, it is asserted, would spur demand by putting more 
money into the hands of consumers and investors. 


By contrast, the tax reduction proponents contend, initia- 
tion of new spending programs or expansion of existing 
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programs is likely to be a slow process. Sen. Douglas has 
pointed out that “Plans must be made, land bought, con- 
tracts bid for, ete.,”” and that “Even. those projects which 
can begin early will not necessarily be in the localities where 
the major portion of the unemployment exists.” Arthur-F. 
Burns observed on March 22 that “A public works program 
serves to enlarge governmental enterprise and govern- 
mental spending, while a tax reduction serves to enlarge 
private enterprise and private spending.” 

Against the argument that tax savings might not be 
spent, backers of tax reduction have said, in the first place, 
that this is-a highly dubious assumption which was not 
borne out during the two previous postwar recessions. It 
has been suggested, moreover, that the risk could be met 
by making any reduction in the amount of taxes withheld 
weekly retroactive to some earlier date, such as Jan. 1 or 
March 1, 1958. ‘Withholding taxes then could be suspended 
or reduced disproportionately until the taxpayer had re- 
ceived the accumulated benefits of the retroactive reduction. 
What would amount to a virtual tax holiday might induce 
spending for products of the industries in which sales have 
declined most sharply. 


The debate over increased spending vs. tax reduction has 
been petering out as the administration and Congress have 
acted to step up government outlays. With the “either/or” 
clement taken out of the controversy, the battleground has 

hifted to considerations which occupied a back seat during 
the initial stages of the search for recession remedies. 
Exploration of short-run advantages as against long-run 
disadvantages of tax reduction has now moved to the front. 


FEAR OF INFLATIONARY EFFECTS OF TAX CUTTING - 

President Eisenhower emphasized at his news confer- 
ence on March 26 that leaders of neither party were “going 
to be stampeded into cutting taxes.” Such anti-recession 
action, he said, was “not something to do lightly.” At his 
April 9 meeting with the correspondents the President twice 
referred to a tax cut as an “emergency” device to halt the 
recession. The great danger to the nation, he commented, 
might be inflation, not recession. Tax cuts and other emer- 
gency measures could lead to “very large deficits.”’” The 
supply of money would then be “much more plentiful.” 
Even though national income might climb, so would “the 
prices of everything.” 
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Treasury Secretary Anderson told the American Society 
of Newspaper Editors on April 18 that the recession. “will 
not be of long duration,”’ and he declared that the govern- 
ment should “resist expedients which could set in motion 
a new round of inflationary pressures.” By increasing an 
already large prospective deficit, a substantial tax cut would 
contribute to the forces of inflation in two ways. First, the 
huge borrowing necessitated by large deficits would have 
the effect of adding to the nation’s money supply. Secondly, 
a tax cut might add too much too quickly to total demand 
and lead to shortages of particular consumer products. 


Many supporters of tax reduction, while admitting that 
it might generate inflationary pressures, argue that this 
type of inflation could be controlled without great difficulty. 
Christian Sonne, chairman of the National Planning Asso- 
ciation, pointed out in a recent address that there are 
basically two kinds of inflation. The first—the- old-fash- 
ioned “demand-pull” variety—arises from scarcity and 
occurs when too many dollars chase too few goods. The 
second—called by economists “cost-push”’. inflation—is a 
“relatively new phenomenon” and results from organized 
upward pressures on wages and prices even though neither 
human nor material resources are in short supply. 


Much of the postwar inflation, it has been contended, 
can be attributed to “rigid wages,” “administered prices,” 
and other interwoven forces which do not easily yield to 
decline in demand. The fact that prices of steel, automo- 
biles, household appliances, and other durable goods have 
dropped only fractionally, if at all, in the present recession, 
despite sharp drops in demand, gives ample proof that cur- 
rent high prices cannot be attributed to forces characteristic 
of “demand-pull” inflation. Adding to demand through the 
medium of tax reduction would not make the inflation prob- 
lem any: worse, it is asserted, particularly when demand is 
clearly inadequate. Moreover, the kind of inflation that 
might result from a surge of spending can be fairly effec- 
tively braked by exercise of fiscal and monetary powers, 
restoration of pre-reduction tax levels, and other measures 
that have worked well: in the past. 


Arthur F. Burns said in his speech on March 22: “If... 
we delay . . ..in the hope that economic recovery comes 
on its own... we will find ourselves piling a huge deficit 
on top of the deficit that automatically flows from reduced 
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tux revenues, with the result that our economic problems 
both in the short run and the long run will be multiplied 
many fold.” Burns contended that a prompt reduction of 
tuxes would prove less inflationary in the long run than 
letting present rates stand. He stated also that “Since ii 
tax reduction would to some degree tend to keep govern- 
mental operations from expanding beyond the level that our 
defense and other needs strictly require, it} would be les 
likely to generate inflationary pressures in the future than 
would a public works program of similar magnitude.” 


out abl 
to let the recession run as a means of getting the better 
of the “cost-push” inflation that has resulted from upward 
pressures on wages and prices. They reason that 


at 


Some persons have indicated that it might be desirah| 


di 
mand for certain durable goods remains inadequate, an 
eventual shakeout in prices can hardly be avoided. 


ly Simi 
larly, it has been argued that with new labor-management 
contracts under neyotiation in the automobile 


industry, 
now is the time to. wield the bi 


stick over organized labo 
and call a halt to continual demands for higher wav 


and 
vdditional benefits. Tf this view should prevail, chance 


lor 


however, 


tax reduction would..diminish. Many persons, 
sider ft a highly dangerous view, for they fear that to 


A «il 
a recession 18 to risk development of a major de 
pression. 

Whatever the decision—to cut or. not to cut taxe 
Speaker Sam’ Rayburn (D-Texas) has urged that there by 
ng more delay about it. He pointed aut at a news conf 
ence on April 21 that there was ‘fa good deal of disturbance” 
ai] over the country Lecause of uncertainty about taxes. 
“As soon as it is determined whether or not we are going 
to fool with taxes,” the Speaker declared, “it ought to Tn 
ennouneed,.” 











